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COMMISSIONER OF INTERNAL REVENUE
Washington, DC 20224

September 1, 1978

The Honorable W. Michael Blumenthal
Secretary of the Treasury
Washington, DC 20220

Dear Mr., Secretary:

As required by section 6108 of the Internal Revenue Code, we
have prepared for publication the complete report, Statistics of
Income--1974, Corporation Income Tax Returns. The data in this
report are estimates derived from a sample of unaudited corporation
income tax returns selected from the nearly 2 million corporation
returns with accounting periods ended July 1974 through June 1975.

The report presents information on receipts, deductions, net
income, income tax liability, tax credits, and distributions to
stockholders. Statistiecs are also provided on the corporate tax
base and on the computation of income tax and additional tax for
tax preferences ("minimum tax").

Classifications used to present the data include industry and
size of total assets, business receipts, net income, and income tax.
Separate statistics are included for returns with net income, con-
trolled group members, Small Business Corporations electing to be
taxed through their stockholders, and Domestic International Sales
Corporations (DISC's). Data are also provided for foreign-owned U.S.
corporations as well as on foreign corporations with U.S. business
operations.

Additional information about DISC's as well as on the foreign tax
credit and Controlled Foreign Corporations reported on the returns of
the largest U.S. corporations will be published separately.

With kind regards,

Sincerely,

Department of the Treasury Internal Revenue Service
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Section 1

RETURN COVERAGE

This report presents statistiecal
estimates derived from a strati-
fied sample of unaudited income tax
and information returns filed by
corporations for the 1974 income
year, defined to cover accounting
periods ended July 1974 through
June 1975. The approximately
1,966,000 returns of active
corporations (including 333,000
Small Business Corporations elect-
ing to be taxed through their
stockholders and 5,500 Domestic
International Sales Corporations)
filed for this period provided
the basis of all financial statis-
ties presented in this report.. No
data were tabulated from inactive
corporation returns, defined as
those showing no income or
deductions.

Besides returns filed by inactive
corporations, the statistics spe-~
cifically exclude foreign corpora-
tions with no income effectively
connected with a U.S. trade or
business, farmers' cooperatives
exempt from income tax under
Internal Revenue Code section 521,
and nonprofit corporations
(educational, charitable, and simi-
lar organizations) exempt from
income tax under Code section 501.

Section 6012 of the Internal
Revenue Code required that all
corporations in existence at any
time during the income year file
returns regardless of whether they
had income or not. This applied
to active and inactive domestic
corporations unless they were
expressly exempt from filing, as
well as to active foreign corpora-
tions with insufficient taxes with-
held at the source to satisfy their
U.S. tax liability on income
earned in the United States.

In addition to legally defined
corporations, the Internal Revenue
Code recognized many types of
businesses as corporations, includ-
ing joint-stock companies; insur-
ance companies; and unincorporated
associations such as business
trusts, savings and loan associa-
tions, certain partnerships, mutual
savings banks, and cooperative
banks. Because these organizations
possessed characteristices typical
of the corporate form, such as
continuity of life, centralization
of management apart from ownership,

Corporation
Income Tax
Returns,
1974

limited liability of owners, and
transferability of shares of capi-
tal ownership, they were required
to file corporation income tax
returns.

ACTIVITIES COVERED

The estimates in this report
include corporate business
activities in the United States
as reported on returns of domestic
and certain foreign corporations
as well as certain foreign activi-
ties. Thus, dividends remitted
from foreign subsidiaries of domes-
tic corporations and, to a limited
extent, undistributed earnings of
foreign subsidiaries were included.
The estimates also include data on
income earned by domestic corpora-
tions through foreign branches.

The term "domestic corporations"
refers to companies incorporated
in the United States, but does not
necessarily imply all domestic
activity. For instance, a business
may have been incorporated in the
United States, had its principal
office here, and yet conducted all
of its business abroad through
foreign branches. The effect of
foreign activity on the statistics
varies accordingly. Some indus-
tries may have higher incidences
of foreign activity than others
and foreign income is reflected
in their statistiecs to a greater
extent. Also, foreign activity
may occur more frequently among
corporations of a given size than
among others.

For foreign corporations (defined
as those organized abroad) engaged
in trade or business in the United
States, only income that was
considered "effectively connnected"
with the conduct of the trade or
business in the United States is
included in the statistics. Other
foreign corporations, organized
abroad and not engaged in trade
or business in the United States,
were liable for tax only on invest-
ment income from U.S. sources.

This income is excluded from this
report.

TIME PERIOD COVERED

The estimates in this report are
based on data from both returns

with accounting periods that coin-
cided with calendar year 1974 and
returns with accounting periods
that were for a noncalendar year.
The noncalendar years represented
in the 1974 statistiecs ended during
the span of months July 1974
through June 1975. In the middle
of this twelve-month span was the
calendar year, ending December
1974, so that the span, in effect,
defines the income year in such a
way that the noncalendar year
accounting periods are centered at
the calendar year.

The 12 accounting periods covered
by the 1974 report are presented in
chart 1. This chart shows a span
of 23 months between the first-
included accounting period begin-
ning in August 1973 (and ending in
July 1974), and the last-included
accounting period begimning in July
1974 (and ending in June 1975).
This report, therefore, shows in-
come received or expenses incurred
in any or all of the 23 months from
August 1973 through June 1975. On
the other hand, end-of-year balance
sheet amounts such as for total
assets and inventories show the po-
sition of some corporations in
December 1974 and of others as
early as July 1974 or as late as
June 1975. (Net income (less defi-
cit) and total assets reported on
returns for each of the 12 account-
ing periods are presented in table
A.)

Corporations were required by law
to file returns for the accounting
period customarily used in keeping
their books. Less than half of the
returns were filed for the calendar
year, but these included returns of
most of the larger corporations.
Over 80 percent of total assets
and about 76 and 61 percent of net
income (less deficit) and total
receipts respectively were reported
on calendar year returns. See
table A and chart 2.

The total number of active corpo-
rations included, in addition to
returns with accounting periods
that spanned 12 months, returns
with accounting periods of shorter
duration. Such returns are refer-
red to as part-year returns and
were filed, for the most part, by
continuing corporations changing
their accounting periods, new cor-
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Table A—Returns of Active Corporations: Number of Returns, Total Assets, Total Receipts, Net Income (Less Deficit), and Total

o Income Tax, by Accounting Period, 1974

[All figures are

based on samples—moriey amounts are in thousands of dollars)

Net
: Number Total
: Tota! Total income
. Accounting period ended* 'ﬂ:'m s assets receipts lless Imi:;ne
' deficity
(1) 2 ) 4 (5)

1,965.894 4,016.466,940 3.089.701.363 145.997,808{" 66,112,989

December 1974 ... 790.992 3.223.027,469 1,896.692,592 111.025.332) . 50.167.422
Noncalendar year, total <y 1174902 793.439.471 1.193.008.771 34,972,476 15,945,567
Juty 1974 82137 47,376,773 ’ 69,631,724 1.978.264 915,335

August 1974 . 86.021 46,623,042 74,548,066 2.104,287 1.028.409

September 19 . 175703 133,707.959 172,739.816 . 5605886 2577484

October 1974 .. 95322 88,465,601 100.856.947 3.804.929 1.624.655

November 1974 - ) 56,300 47,295101 56,438.647 2171973 935,862

January 1975 ,- 71,192 84,438,446 ° 145,342,830 i 4,074,822 1,446,740

February 1975 . 73,837 36,400,777 67.328.192 1.567.008 795,887

March 1975 . 146,888 80,472,703 148,530,961 3.510,797 1,750,258

“April 1975 85.451 43,822,654 68.372.053 1,781,704 861,249
May. 1975 . 81547 41,554,962 74,145,712 1,924,373 876.360

June 1975 .. ,220.704 143,281.453 215.073.823 i 6,448,433 3,033,328

'Inctudes part-year returns.

o

IJI

I
Accounting

periods

l_LIl rotlog g

L 1973 o 1974

Calendar year

1975
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Returns and
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Percent distribution

Yineludes partiyear returns.




Chart 2

Total receipts
by accounting
periods y

i The accounting years
{  in this report ended

i from July 1974

. to June 1975 —

. 'but most of the

|  receipts were

| attributed to calendar
f year 1974,

i Ir\c!udesv pari-year returns.

porations in existence less than 12
months, merging corporations, and
liquidating corporations.

The statisties in this report re-
flect, to a varying degree, any
changes in law that became effec-
tive during the accounting periods
covered. Depending on the account-
ing period used and the effective
date of the changes in law, the
changes may have been fully appli-
cable for some corporations, only
partially applicable for others,
and not applicable at all for still
others.

SUMMARY OF CORPORATE ACTIVITY

Summary statistics for the 1974
income year are shown in table A.
Compar isons of 1973 and 1974 data
are shown in tables B and C. Ta-
ble D compares statistics for 1974
on consolidated and nonconsoli-
dated returns. Chart 3 shows a
5-year summary of net income, tax
credits, and income tax after cred-
its, for 1970 through 1974. Table
E presents a comparison of book net
income with tax net income for se-
lected industries.

CHANGES IN TAX RATES

Under prior law, the "normal tax"
rate was 22 percent with a 26 per-
cent surtax, but with a $25,000

3,000

2,600

2,000

1,500

1,000
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Total receipts (Billions of dollars)
$3,500

500

Calendar year

AlsJoIN[D]J]F]mM[A]lM]J

surtax exemption. Thus, the first
$25,000 of taxable income was taxed
at only 22 percent, while income in
excess of $25,000 was taxed at 48
percent. Expressed another way,
total taxable income was taxed at a
22 percent rate and taxable income
in excess of $25,000 was subject

to an additional 26 percent tax.

The Tax Reduction Act of 1975 re-
duced the normal tax rate and in-
creased the taxable income exempt
from the surtax, i.e., the amount
eligible for the surtax exemption.
The normal tax rate was graduated.
It was reduced from 22 percent to
20 percent for the first $25,000 of
taxable income, but it remained at
22 percent for taxable income in
excess of $25,000. The surtax ex-
emption was increased from $25,000
to $50,000, thereby decreasing the
taxable income subject to the com-
bined 48 percent tax rate by
$25,000. Stated differently, the
increase in the amount of taxable
income exempted from the 26 percent
surtax rate to $50,000 caused the
taxable income subject to the 48
percent rate to be limited to the
amount in excess of $50,000.

These amounts and rates initial-
ly were to be made effective for
taxable years ending in 1975, after
which they were to revert to the
amounts and rates in effect prior
to the enactment of the Tax Reduc-
tion Act. Subsequently, the Reve-
nue Adjustment Act of 1975 extended

1975

the effective period through the
first 6 months of 1976 making the
reduced normal tax rate ‘and the in-
creased surtax exemption also ap-
plicable to taxable years ending
during the period January through
June 1976.

Because the data presented in
this report cover accounting
periods ended July 197% through
June 1975, they do not fully re-
flect the effects of the revised
normal tax rate and the surtax
exemption. For 1974, only corpo-
rations with noncalendar accounting
periods that ended January through
June 1975 were subject to the
changes, but since the changes were
only allowed based on that part of
their taxable years that occurred
during 1975, tax had to be prorated
between the previous and revised
rates. This was done as follows:
first, the income tax was computed
with a $25,000 surtax exemption and
second, with a $60,000 surtax ex-
emption. (The normal rate was 20
percent on $25,000 or less of tax-
able income and 22 percent on tax-
able income in excess of $25,000.)
Then the two resulting taxes were
prorated according to the number of
days in the taxable year before and
after December 31, 1974.

The new surtax exemption also
caused a change in the provisions
relating to certain controlled cor-
porations. Since the tax benefits
resulting from the surtax exemption
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Table’ B—Corporatlon Returns: Number of Returns, Net income or Deficit, Income Tax, Tax Credits, and Dlstnbutlons to Stockholders,

1973 and 1974

. Cc . . . [All figures are estimates based on samples—money amounts are in thousands of dollars) )
o3 ) . Increase or decrease (-)
Item 1 1974
. Number or
. ‘ amount Percent
(1) (2) 3) U]
1,980.593 2,042,996 62,403 32
75.923 77.102 1179 1.6
1.904,670 1.965,894 61.224 32
With net income ! 1.203.356 1.207.39 4,040 03
Without net income . 701.314 758,498 57.184 82
Form 11208 ...... 313.080 333.099 20.019 6.4
Form 1120-DISC .. 4,162 5.498 1.336 321
Number of relurns with tax, lotal® 878,132 888,582 10.450 1.2
With additional tax for tax preferences' 5312 4575 —737 - ~13.9
With tax after foreign tax, investment, and work incentive (WIN) credits 751,729 803,159 51.430 68
With tax after investment and work incentive (WIN) credits 753.037 803.740 50.703 6.7
TOMAl FBCEIPIS ... ... et e 2.557.688.950 2.,089.701.363 532,012,413 208
Business receipts 2361,381.928 2.854.819.489 493.437.561| 209
Interest on State and local obligations 5,347,093 5774834 427,841 8.0
Other receipts 190,959,929 229,106,940 38.147,01¢ 200
Total deductions 2.435,643.758 2.941,543,997 506,500,209 208
Cost of sales and operations . 1,682,492,550 2.068,068,555 385.576.005 229
Other, deductions 752,551,238 873,475,442 120.924.204 <. 16.1
Total receipts less total dedUCBONS ......................coooceiieeiiin)] e 122,645,162 148,157,366 25,512,204 ‘ 208
Net inCOME {IESS GEICH) ... ...\ .\t it i e et it et e e s 120,446,898 145,997,808 25550910 212
Net income ... ' 138,324,272 171,166,224 32,841,952 237
Deficit 17877374 25,168,416 7.291.042 408
Income subject to tax 115,544,260 143,982,513 28,438,253 246
Income tax, total .. 52.438.603 66,112,989 - 13,&74‘386 . - 261
Normat tax, surtax, and alternative tax 51,969.863 65,586,637 13.616,774 26.2
Tax from recomputing prior year investment credit 133,341 179,121 45,780 34.3
Tax from recomputing prior year work incentive (WIN) credit 259 446 187 722
Additional tax for lax preferences. 335,140 346,785 11,645 35
Foreign tax credit . 9.619,936 20.752,819 11,132,883 157
Investment credil . 3,753,016 4221384 468.368 125
Work incentive (WIN) credit .. 9.031 7795 —1.236 —137
Tota! income tax after foreign tax, investment and work mremrve ( 39,056,620 41,130,991 2.074,371 53
Total income tax after investment and work incentive (WIN) credits 48,676,556 61,683,810 13,207,254 27.1
Distributions to stockholders except in own stock 41,829,368 49.280.658 7.451,290 178
*Number of returns with additional tax for tax preferences is included in totai returns with income tax.
N {
i t |
o
' i
. !
Table C. —-Returns of Active Corporations: Number of Returns, Total Assets, Total Recelpts, Net Income (Less Deficit), and Total
. Income Tax, by Size of Total Assets, 1973 and 1974 ' A
{All figures are based on p money amounts are in thousands of doflars )
Net
. . . . Number . :
; Year and size of total assets :‘1 " :;eu.', ,;g:;l‘s T ‘n(f:,':e RN )
5 retums . ; deficit) ! .
|
., i ()] 2 ] ] : R L
e . . N B B R N A R . IO
1973 i . - i “ ¢
Total ..o L 1,904,670 ' 3.648.919,824 2.557,688,950 120,446:&98 : st 52,438.603
ZOMO BSSEIS - " 0289 - 14,606,595 106.051 : ' 296,142
S1 under $100,000 1,038,748 35,394,069 " 108,245,382 950,989 , 454,454
$100,000 under $250.000 ‘ 365.208 58,730.398 127,246,421 3199478 e L 937,640
$250,000 under $500,000 195,118 . 68473439 .142,185,262 *3.829.602 . . 41,310,425
§500.000 under $1,000,000 . 114,235 79,332,479 162,410,992 4482 257 1,786,470
$1.000.000 under $5,000,000 . 93,567 188.917.688 ). 330671669 . 4.967.394
000, nder.$10,000,000 ... 14,604 103,164,473 " 112,998.500] 4423643 2,120,187
s?m%uunsgr 25,000,000 . 11,675 184,588,765 128,297,274 5522297 2:599.314
$25,000.000 under 550,000,000 4,962 173,485,937 101,640,781 4,462,500 2,058,540
50,000,000 under $100,000,000 , 2,752 191,713,034 . 108522581 R 5123856 2210722
100,000,000 under $250,000,006 1,865 290.243.659| V- 167,242,939 . 8524.129 . 3.526,503
$250,000,000 of more .- 1647 2274875883 1,055,620.554 69,000,834 . 30170812
& '\ . ~ k) i
. . . R
P . . L i
Total 1,965.894 4,016,466.940 3,089,701,363 145,997.808 |- . 66,112,969
" - ' P ‘ X ‘ .
Zero assets . . 62,456 . e 121,272,795 216,859 329.998
under $100.000 ..... ' 078690 . 36,349,919 120469.265( - . 463,421 . 461,905
§:ooooo ﬁm, $250,000 369,808 | 50652.116 . 132852732 . 3,177,689 ~ i 956955
250,000 under $500,000 198,976 . 69,760,625 146,538,704 . 3,804,917 1,344.986
$500.000 under $1,000.000 . .~ 118.476 T 82079.477(, 172,615.147| - 4.822.284 1,905,680
§1.000.000 under $5.000.000 . 98,539 199.232,992| ¢ 367.810.576 11,568,406 5532610
) . h b .
under $10,000, 15,415 v 105.662.634 125.303.273 .. 4686122 2,330.813
2?&'9'.60% um,sszé?g&?ggo 11,925 188,440,244 146,318,768 5,850,464 | 2905197
$25.000,000 under $50,000,000 5.276 v ;1184220624 116,532,767 4,718,510 | 22425
50,000,000 under $100,000.000 2878 *200,602,981 123,257,887 5.382,650 2514.323
$100,000.000 under 5260,000,000 1973 303942116 190555411 8,281,188 3,850,448 .
250,000,000 of more . 1782 25855523.212 : 1,426.174.018 93025098 © L 4737882
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Table D.—Consolidated and Nonconsolidated Active Corporation Returns: Number of Returns, Total Assets, Total Receipts, Net Income
(Less Deficit), and Total Income Tax, by Size of Total Assets, 1974

r {All figures are estimates based on samples—money amounts are in thousands of doifarsj
. Net
Type of return and size N"z‘"’e' Total Total income InT °l:"
of total assets returns assets receipts (less ‘:: e
deficit) X
[T} 2 (3) “) 2]
Consolidated Returns
L PP 34,678 2.415.237,420 1,654,762,650 94,198,610 45013,510
ZOIO ASSRIS. . .. ottt e e 443 — 5.309.714 83,875 59.089
$1 under $100.000 1.721 84,970 361,031 —22,781 1,088
$100,000 under $250,000 . 1,948 334.926 1,596,631 —16.480 7.445
$250,000 under $500,000 . 3.437 1,251,675 2.800.472 7.997 17.928
$500,000 under $1,000,000 4.969 3,592,973 8.070.141 69.935 64,270
1,000,000 under $5.000,000 .. 10.934 25.960,974 48.848.996 898,522 644,509
$5.000,000 under $10,000,000. 3.494 24,605,764 38,029,985 641,438 546,205
$10,000.000 under $25.000.000 2.956 46,846,833 64,379,861 1.256.748 1,041,448
$25.000,000 under $50.000,000 1.513 53.528.433 61,030,131 1.650.803 1.053.115
$50,000,000 under $100,000.000. 1.055 75.280.534 78.043.309 83 1443722
$100,000,000 under $250,000,000 968 151,087,724 134,116,502 2,704,260
$250.000,000 or more........... 1,230 2032652614 1.212,175.877 37.430.431
Nonconsolidated Returns
TOUBY ..o e e e e 1.931.216 1,601,229,520 1,434,938,713 51,799,198 21.099.479
B R T 3 62.013 - 15,963,081 132,984 270,909
$1 under $100,000 1,076,959 36.264,948 120,108,234 486,202 460817
$100,000 under $250,000 . 367.860 59,317,190 131,256,101 3,194,369 949,510
$250.000 under $500,000 . 195,539 68,508,950 143,738,232 3,796,920 1,327,058
$500,000 under $1,000,000.. 113,507 78,486,504 164,545,006 4,752,349 1,841,410
§1.000,000 under $5.000,000 .. 87.605 173.272.018 318,961,580 10.669.884 4,888.101
$5,000,000 under $10,000,000... 11,621 82,056.870 87,273,288 4,044,684 1,784,608
$10,000,000 under $25,000.000 8,969 141593411 81,838,927 4,593,716 1,863.749
$25,000,000 under $50.000,000 3.763 130,692,181 55,502,636 3,067,707 1,189,407
,000 under $100,000,000. 1.823 125,322,447 45,214,578 3,024,818 1,070,601
5100000000 under $250,000,000 1,005 152,844,392 56.438,909 3,093,492 1,146,188
$250,000,000 or more 552 552,870,598 213,998,141 10,942,073 4,307,121
3 .
.
.Chart3
P
Reu"nsvﬂﬂ, Billions of dollars
ﬂet mcome
138.3 -

Netincome Pp

income taxJ

Before credits
After cradits

»U &eibre and aher investment and

96.7
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33.3
21.8

o~ foreign tax credits and for 1872
2 1974, work incentfve (Wim
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112.8
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Table E.—Comparison of Book Net Income With Tax Net Income, by Selected Industries, 1974

[Alt figures are based on oney are in thousands of dollars]
T oo™ Returns with book net income or deficit shown ~
B " Percent by which
Selected industries Tax. retum . Tax retum Book net book net income
Number of net income Number of net income income (less deficit)
returns (less deficit) returns (tess deficit) (less exceeds (tax return
after tax after tax deficit) net income (less
deficit) after tax|
m 2) 3 “) 5) 6)

All industries 1,965,894 84,113,998 1.805,115 75,709.420 93,855.794 240
Agricuiture, forestry, and fishing. 53,458 128,116 47,638 99.792 . 211,780 1122
15,732 13,781,046 13,658 13,559,487 14,849,035 "95
8,350 12.353.029 7.466 12,226,913 12,489,930 22
185,563 766,878 17,773 783,025 ’ ’ 1.057,271 . 350
Manufactuning. ... 211.563 42,361,666 199,330 35,496,970 40.967,340 t 154
Petroleum {including integrated) and coal products . 1,039 13,401,237 979 10,562,393 10,952,287 37
Primary metal industries .. ......................... 4,636 3.887.320 4,337 3,292,237 4419637 342
Machinery, except electrical . 24879 3.751.440 23.620 3.275672 3,492,748 66
Transportation and public utifities . 80.232 5,076,990 73.854 4710713 12.696.908 169.5
Transportation. .................. 62,153 1.594,101 57,106 1,512,090 2,497,891 65.2
Electric. gas. and sanitary services . 8,710 1.297.806 8,013 1,033,522 6.400,135|" 519.3
Wholesale and retail trade...................... ... il 602,423 14,653,249 $61.229 " 12,912,689 14,626.292 51
Finance, insurance, and real estate. .. 425,249 6,095,164 386,552 5.967.866 ’ 7.704.106 291
i 14,534 1,350,632 13,623 985,183 * 6,181,007 527.4
Credit agencies other than banl 48,597 422,749 43,343 460,403 1.714.429 2724
Insurance 8,343 1,644,389 6,391 1.620,179 322,955 7 —1199
SOIVICES ... e 380.832 1,230,230 348,779 1.159,3"55 : ERZCEIIIE 48.2
Nalure of business not allocable. .......... ..ot 2842 20,659 2,302 19,493 24741 26.9

allowed each member of a controlled
group for which a separate return
was filed were limited by the size
of the surtax exemption, the in-
crease in the surtax exemption

also caused the benefit to increase
from $25,000 to $50,000 for ac-
counting periods ending after
December 31, 1974. Also, in apply-
ing the revised normal tax rates,
the first $25,000 of taxable income
and the second $25,000 of taxable
income were each allocated among
the component members of the group
in the same manner as the surtax
exemption was allocated; i.e., the
$25,000 amounts were either appor-
tioned equally among qualifying
members or according to a plan
adopted for all members.

THE "FULL ABSORPTION" METHOD OF
COSTING INVENTORIES

The rules relating to the costing
of inventories used in computing
the cost of goods sold and, thus,
taxable income were revised by an
income tax regulation, issued Sep-
tember 19, 1973. The revised rules
required that the "full absorption"
method of inventory costing be used
by corporations which were engaged
in manufacturing or production
operations and which were not al-
ready using this method. This
change was made to simplify the tax
reporting for such corporations and
also eliminate the uncertainty and
controversy of past practices.

Under this method certain produc-
tion costs were always required to
be included when determining inven-
toriable costs while others were
not. Production costs, whether
direct or indirect, were those
that were incident to and necessary

for manufacturing or production op-
erations or processes. Direct pro-
duction costs were always included,
while indirect production costs
could be either included or exclud-
ed based on specific conditions.

Direct production costs included
those costs which were components
of either direct material or direct
labor costs. Direct material costs
included the cost of those materi-
als which became an integral part
of the specific product, as well as
those materials consumed in the
ordinary course of manufacturing.
Direct labor costs included such
costs as basic compensation, over-
time pay, vacation and holiday pay,
sick leave pay, shift differential,
payroll taxes, and payments to an
unemployment benefit plan.

In determining inventoriable
costs, indirect production costs
were either always included, not
required to be included, or includ-
ed only if they were similarly
treated on the corporation's books
of accounts and if this treatment
was both consistent with generally
acceptable accounting principles
and comparable to the corporation's
tax accounting methods. Indirect
production costs which were always
included were for repairs, main-
tenance, utilities, rent, indirect

-labor (such as that provided by

supervisors, timekeepers, engi-
neers, and truckers), indirect ma-
terials and supplies (such as nuts,
bolts, rivets, washers, and cotter
pins not entering directly into a
product, as well as cleaning sup-
plies), tools and equipment not
capitalized, and costs of quality
control and inspection. ‘Among the
indirect production costs not re-
quired to be included were expenses
associated with marketing, adver-

tising, selling or other distribu-

tion, interest, research and devel-

opment, amortization and deprecia- -

tion in excess of that reported on
the corporation's books of account
and percentage- depletion in excess
of cost depletion. Such indirect
production costs as taxes, depre-
ciation necessary for 'production,
depletion, employee benefits, of-
ficers' salaries, insurance, and
costs attributable to strikes, re-
work labor, scrap, and spoilage
were included only if the corpora-
tion's accounting methods were com-
parable for book and tax purposes.
Otherwise, 'these costs were exclud-
ed from inventories.

In applying the full absorption
method of inventory costing, there
were two steps required in deter-
mining the tax treatment of indi-
rect production costs: (1) a de-
termination of the tax treatment of
each item of cost on the basis of
an objective test, i.e., whether
the item had been or could be
included in inventoriable costs on .
the corporation's books of account,
and (2) a determination as to
whether, under the standards of
generally accepted accounting
principles, it was appropriate .to
either include or exclude the item.

Indirect production costs under
the full absorption method had to
be allocated to goods produced dur-
ing the taxable year, whether sold
during the year or in inventory at
the close of the taxable year, de-
termined in accordance with the
corporation's method of identify-
ing goods in inventory (e.g.,
"first-in, first-out," or "last-in,
first-out"). If the indirect pro-
duction costs specified above were
allocated to goods sold during the
year, they were deducted currently




and, thus, excluded from inventory -
costs. Otherwise, they were in-
cluded as inventory costs and al-
located to the goods in ending in-
ventory. Thus, the full absorption
method causes ending inventory to
increase and the cost of goods

sold to decrease. The result is an
increase in the amount of taxable
income.

Notwithstanding the requirement
that use of the full absorption
method was mandatory for corpora-
tions with manufacturing or produc-
tion operations, corporations not
previously using this method had to
file a request to change accounting
methods, which was subject to the
approval of the Commissioner of
Internal Revenue, before adopting
the method. Special transitional
rules were provided if the election
was made during the first 180 days
of any taxable year beginning after
September 18, 1973, and before
September 19, 1975. (This transi-
tional period was subsequently ex-
tended to November 28, 1975.)

Under the special transitional
rules, corporations that made the
proper election could prorate any
inventoriable costing adjustment
over a period designated by the
corporation at the time of the
election, starting with the year
of the transition. The transition
period could not exceed the lesser
of 10 taxable years or the number
of years for which the prior inven-
tory costing method was used.
(Corporations which switched after
the transition period were not eli-
gible to use the transitional
rules.) These inventoriable cost-
ing adjustments were included in
the statistics for the income or
deduction items in which they were
reported by the corporation.
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Section 2

INCOME AND FINANCIAL DATA BY
INDUSTRY OR SIZE

1

10

Returns of active corporations:
Number of returns, receipts,
cost of sales and operations,
net income, tax and credit
items, distributions to stock-
holders, total assets, net
worth, depreciable assets, and
depreciation deduction, by minor
industry, 11

Returns of active corporations:
Balance sheets and incme state-
ments, by major industry, 20
Returns with net income: Bal-
ance sheets and income state-
ments, by major industry, 28
Returns of active corporations:
Balance sheets and income state-
ments, by size of total assets,
36

Returns with net income: Bal-
ance sheets and income state-
ments, by size of total assets,
38

Returns of active corporations:
Selected balance sheet, income
statement, and tax items, and
distributions to stockholders,
by major industry, by size of
total assets, 40

Returns of active corporations:
Selected balance sheet, income
statement, and tax items, and
distributions to stockholders,
by industrial division, by size
of business receipts, 74
Returns of active corporations:
Beginning and ending inven-
tories, business receipts, net
income (less deficit), total in-
come tax, and total assets, by
major industry, 79

Returns of active corporations:
Number of returns, total re-
ceipts, net income or deficit,
income subject to tax, income
tax, tax credits, distributions
to stockholders except in own
stock, and total assets, by in-
dustrial division, by size of
net income or defiecit, 82
Returns of active corporations:
Book net income or deficit, pro-
vision for Federal income tax,
and selected tax return items,
by major industry, 85

Tables
for
1974

INCOME SUBJECT TO TAX AND INCOME
TAX

1

12

13

14

15

16

17

Returns of active corporations:
Tax items: Number of returns by
selected types of tax, net in-
come or deficit, statutory
special deductions, income sub-
ject to tax, income tax, cred-
its, payments, and dividend
items, Small Business Corpora-
tions (Form 1120S), by major in-
dustry, 90

Returns of active corporations
other than Forms 1120S and 1120~
DISC: Income subject to tax:
Number of returns, net long-term
capital gain, net income, in-
come subject to tax, income

tax, and credits, by size of
income taxed at normal tax and
surtax rates or size of deficit,
106

Returns of active corporations
other than Forms 1120S and 1120-
DISC: Number of returns, se-
lected receipts, net income,
statutory special deductions,
income subject to tax, income
tax, credits, tax payments, tax
due or overpayment, selected tax
preference and investment credit
items, by size of income tax
after credits, 111

Returns of active corporations:
Taxpayments: Number of returns,
net income, special deductions,
income tax, credits, tax pay-
ments, tax due or overpayment,
by taxpayment status, by size of
total tax after credits, 114
Returns of active corporations
other than Forms 1120S and 1120-
DISC: Number of returns, net
income, income subject to tax,
income tax, credits, payments,
and tax due and overpayment,

for total returns and returns
with and without estimated tax
payments, by size of income tax
subject to estimated tax pay-
ments, 119

Returns of active corporations:
Income, special deductions, in-
come tax, credits, and taxpay-
ment items, by accounting
period, 122

Returns of active corporations
Wwith estimated tax payments:
Number of returns, net income,
incme subject to tax, income
tax, credits, payments, tax
due, and overpayment, by tax
status, by accounting period, 124

INVESTMENT CREDIT ITEMS

18

19

Returns of active corporations
other than Forms 1120S and 1120-
DISC: Investment credit and re-
lated items, for total returns,
and returns with carryover, by
size of investment credit, 126
Returns of active corporations
other than Forms 1120S and 1120-
DISC: Investment credit items:
Number of returns, cost of prop-
erty, investment qualified for
credit, tentative credit, carry-
over, income tax, investment
credit, unused credit, depreci-
able assets, depreciation deduc-
tion, and returns with carry-
over, by major industry, 128

TAX PREFERENCE ITEMS

20

21

22

23

Returns of active corporations
other than Forms 1120S and 1120~
DISC: Tax preference items:
Number of returns, 'and tax pref-
erence and related items, by tax
preference status, by major in-
dustry, 132

Returms of active corporations
other than For